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Good morning. Thank you for the opportunity to gppear again before this Committee
and testify on consolidation in the arlineindustry. Ever snce United Airlines proposed
acquiring US Airways last May, arline consolidation has clearly been on this Committeg's

radar screen. And rightly so.

Members of this Committee and industry observers have expressed strong concerns
about the potentia impact of United' s proposal. Likewise, many have warned that its approva
would inevitably spark more mergers or acquigtions. Asyou may recdl, | testified before this
Committee last September that United' s proposed merger with US Airways had triggered us at
American Airlines to think long and hard about a defensive response. That examination resulted
in our announcement last month of an agreement that directly addresses many of our concerns
about the sze and scope of the United/US Airways merger while positioning American as amuch

more vigorous competitor in the Northeast.



Coincidentdly, an opportunity arose for usto enter into a completely separate and
unrelated transaction. Quite smply, TWA'’s continuing downward financia spird had finaly
reached a point of no return, threatening the jobs of its 20,000 employees and air service to
communities throughout the nation’s heartland. With only $20 million in the bank and needing
$40 million to meet its obligations necessary for operating a norma schedule, TWA filed
bankruptcy on January 9. We agreed to acquire substantialy al of TWA'’s assets and have
provided it $200 million in financing so that the airline can continue to fly during bankruptcy. As
| will discussin more detall later, the immediacy of TWA'’s Stuation aswell asthe carrier’s

ggnificantly smdler sze dearly dictates that this transaction be treated swiftly.

Let me begin, however, by addressing the broader question of airline consolidation. In
an increesingly globaized business such as ours, competition will suffer if one network is
alowed to dwarf dl other networks. From a customer perspective, the benefits of amuch
broader network are clear. Our customers—both leisure and business travelers—increasingly
expect their airline of choice to be able to take them everywhere they want to go. Accordingly,
if oneairlineis ableto grow its route network sgnificantly larger than its competitors, that airline

would have a compstitive advantage.

The origind United/US Airways proposa presented just such a scenario. Had itsinitia
proposa been approved, United would have become 50 percent bigger than its nearest
competitor, namely us. Asyou might imagine, for acompany like oursthat is determined to

create a domestic and internationa network that is second to none, this got our attention. For



ar travelers, the unbalanced landscape caused by the lack of one or more competing networks
of dmilar 9ze and breadth would have surdly led, | believe, to an eventud reduction in overal

competition.

The ultimate size of United' s route network was not the only cause for concern. Aswe
al know, high market concentration on routes to and from the nation’s capitad led United and
US Airnways to propose cregting a new entrant at Reagan Nationa Airport named DC Air.
While | tip my hat to both carriers for being able to persuade such an accomplished
businessman as Robert Johnson to get mixed up in our industry—where margins are thin and
headaches plenty—I think the relationship envisioned between United and DC Air caused most
everyone, both ingde government and out, to be somewhat skeptica. Simply put, it was hard
to see any competitive benefit coming from the transaction given that DC Air’ s arcraft, flight
crews, operationa support, and management staff were mostly being supplied by ether United

or US Airways.

The potentia effect on competition in the Northeast and on routes between United's
hubs and US Airways hubs was aso problematic. American hasardatively smdl share of the
key business routes between Boston, New Y ork, and Washington, D.C. Our fear wasthat the
proposed merger would entrench United, complete with its new, vastly larger transcontinental
network, in an effective duopoloy with Deltain these shuttle markets, an outcome that rightly

darmed outside observers as well.



In the closng months of last year, it became gpparent that the origind
United/USAirways proposal would not stand. This prompted American -- and a number of
other competitors — to enter into discussions with the merger parties regarding proposals of

aset saes.

In early January, we agreed to acquire certain key strategic assets from US Airways
and to acquire a substantid stake in DC Air—both contingent upon the recongtituted
United/US Airways merger receiving regulatory gpprova. In anutshell, we would acquire from
US Airways 14 gates, 36 dots, 66 owned aircraft and an additiona 20 |eased aircraft, as well
as the gates and dots necessary for usto operate haf of the US Airways Shuttle. In addition,
to introduce immediate new competition on United/US Airways hub-to-hub routes, we agreed
to guarantee that the following routes would be served by at least two roundtrips a day for the
next 10 years. Philadel phia-Los Angeles, Philade phia-San Jose, Philadelphia-Denver,

Charlotte-Chicago, and Washington, D.C.-Pittsburgh.

Asfor DC Air, we agreed to take a 49 percent stake in the carrier and enter an
exclusve marketing arrangement with it in which DC Air will participate in American’s frequent
flyer program. We will dso provide DC Air with 11 100-seet Fokker 100 aircraft in an
arrangement by which American Airlines personnd will be flying and maintaining AA arcraft
marketed as DC Air service. American will dso have the right of first refusa on the acquisition

of the remaining 51 percent of DC Air.



Taken together, we believe these transactions relieve the competitive imbaance in the
Northeast. They will dso increase competition by making DC Air area competitor with
ggnificant independent backing while affording us, for the first time, aSgnificant presencein
Washington, D.C. and the Northeast. American, for example, now accounts for roughly 13
percent of passenger boardings a Reagan Nationd and far |less than that at Washington Dulles
and BWI. Asinthe Washington area, our expanded presence throughout the upper East Coast
will ensure that there are a least three mgor competitors of comparable size on the Shuttle
routes and at least two competitors on the hub-to-hub routes. And, passengers travelling along
the East Coast will dso benefit by our establishing another source of connecting serviceto
compete with the service offered by United, Delta, Continental and other East Coast

competitors.

Obvioudy, we have given the Justice Department and the Congress alot to digest. American
looks forward to working with both Justice and this Committee as you attempt to determine
whether what we have put on the table sufficiently remedies the United/US Airways merger

and, ultimately benefits the flying public.

On amore persona note, regardless of Justice' s disposition of the transactions before
it, | must say that | have gotten to know Robert Johnson over these past few months and am
most impressed. He is atake-charge executive who knows how to provide consumers a
sarvice, and quite frankly, how to make money. Let there be no mistake, Robert Johnson and

his team will run DC Air. He will be the mgority owner and he will make the decisons. He



has dready begun recruiting a seasoned management team. American will be his marketing
partner, and we will work closaly together to add vaue to our respective networks. DC Air
will be avauable addition to our industry and bring to it the first minority-owned arline. |

know that | spesk for each and every one of American’s 103,000 employees when | say that it
has taken our industry far too long to reach this milestone and that we at American are proud to

be effiliated with it.

Asfor the impact of American’s entry into this equation, Jm Wilding, the president of the
Metropolitan Washington Airports Authority, was recently quoted as being highly enthusiastic
about the vigorous competition that American’s effiliation with DC Air will bring to the
Washington market in comparison with the original proposa. In Mr. Wilding's words. “If
American and United are anything, they’re competitors. They're like the cobraand the

mongoose wherever they go.”

Now let me turn to TWA—a storied but bel eaguered airline that after 12 consecutive
years of heavy losses and 3 bankruptcies has, in spite of vdiant efforts by Bill Compton and his
team, smply run out of money, time, and options. Carl Icahn has stripped this company over a
period of years, saling assets, such as the prized route rights to London’s Heathrow Airport,
just to pay the bills. Going into thiswinter, typicaly the leanest monthsin the airline business,
with the price of fud soaring, TWA had nothing left to sdl or mortgage that wasn't dready
encumbered. It dso had adebt of $100 million coming due on January 15. Unable to secure

or judtify additiona financing from traditiona sources and with no one willing to purchase the



arline, TWA in early January faced the very red likdihood that it would have to shut down and

liquidate.

From time to time, we at American had looked at TWA as a possible merger
candidate. Indeed, its centrally located . Louis hub provides a nice complement to our
operations at capacity congtrained Chicago O'Hare. In addition, TWA'’s current management
team had—in the face of some formidable obstacles—done a very good job of improving the
arling s operation, and in particular, of modernizing itsfleet. Unfortunately, very high
ownership cogts on TWA's new fleet and an unusud arrangement that alows an entity owned
by Carl Icahn to sell TWA'sticket inventory at a substantia discount, made a potentia

AA/TWA merger anon-darter.

TWA'’s bankruptcy filing and looming collapse three weeks ago, however, presented a
far different set of circumstances. We stepped in to provide—when no one e se would—the
cash TWA had to have to keep operating. We are proposing to acquire substantidly al of
TWA'’s assts, to hiredl of TWA’s employees and to continue a hub operaionin St. Louis.
Obvioudy, this transaction, which excludes certain TWA contracts such as Mr. Icahn'sded, is

contingent on bankruptcy court approva.

Senator Carnahan, let me say to you in particular that we look forward to adding
TWA'’s 20,000 employees to the American Airlinesfamily. We are keenly awvare of TWA'S

illustrious history and know that were it not for the hard work and great performance of the



people throughout TWA, they would not be the perfect fit for American that we believe they
are. We dso recognize what a good corporate citizen TWA has been in the state of Missouri

and | can assure you that our company will be aswell.

In closing, permit meto be blunt. Timeis of the essence with regard to TWA. We a
American cannot commit our shareholders money to keep TWA &float indefinitely. Thereis
amply not enough collaterd for debtor in possession financing. Also, | fear, uncertainty will
only serveto accelerate TWA's collgpse as travel agentswill likely book away from TWA, as
was the case with the demise of Eastern Air Lines adecade ago. Smilarly, consumer
uncertainty will eventualy cause travelers to not advance book flights on TWA, effectively

shutting off the arling' s dready severdy limited cash flow.

Asfor the Justice Department review of thistransaction, | think it isfairly evident that
thereisafailed firm here, which in itsef should serve to expedite the review process. Even o,
the transaction gives rise to very few competition issues. Indeed, the market share of this one-
time giant of the skies has now fdlen to only 3.9 percent in 2000. Findly, even if TWA were
not failing and therefore unable to compete on a going-forward bag's, there are only two hub-
to-hub routes where American and TWA both offer non-stop service. Inthe case of St. Louis
Chicago, for example, Southwest Airlines, which has 12 gates at St. Louis Lambert, provides
15 daily nonstop roundtrips between St. Louis and Chicago Midway, while United provides 4

daily nonstops between St. Louis and Chicago O’ Hare.



The bottom line is that TWA'’s Stuation presents a truly unique and exceptiona
circumstance. Indeed, our acquidition of its assetsis not contingent on approval of the other
deds. Assuch, itistruly adretch of the imagination to believe that the America TWA
transaction could in any way trigger the merger of far larger airlines. Instead, what is before
you isour taking on afinancid risk that no other arline was willing to take and commitmentsto

the 20,000 TWA employees and their families that no one else would make.

Mr. Chairman, that concludes my statement. | would be happy to answer any

questions you or the Members of this Committee may have.



